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HERE IS HOW WE HAVE MADE OUR 
ADVERTISING PAY DIVIDENDS 


An MBA Member Relates . 


Yes, our advertising has paid divi- 
dends. But, like any dividend-paying 
business, new blood must constantly be 
injected. By this we mean: Advertising 
must change and improve if customer 
appeal is to be maintained. Advertising 
of any nature must first attract the in 
terest and then hold the interest until 
the story has been told. 

We have never advertised extensively 
in newspapers, except in the classified 
columns. Generally the advertisements 
have been “keyed.” This must not be 
construed as indicating that we do not 
believe in newspaper advertising. We 
have found other means more effective 
for the mortgage business. 

A few years ago we started our own 
publication, The Lanphar Counselor. At 
first it was issued every other month. 
Then, for a period of time, it was on a 
monthly schedule, but for the past two 
years has been on the original schedule. 
In the beginning The Lanphar Coun 
selor was mailed to about 500 people. 
The mailing list has since increased to 
nearly 9,000. The publication is mailed 
to a very selected list, including clients 
and those whom we hope will someday 
be clients. We have endeavored since 
the beginning to make the next issue 
the best of all, trying to balance the 
contents so that there will be something 
of interest to everyone who receives the 
booklet. The many unsolicited letters 
received indicates that this is largely 
true. 

Often we enclose a reply postal. Ad- 


By MELVIN F. LANPHAR 


. 


vertising men tell us that our returns 
from these postals are far in excess of 
that which is considered a good return 
on “keyed” advertising. It is seldom, 





ITH competition as it is to- 

day in the mortgage field, 
any suggestions as to how it can 
be successfully broken down are 
doubly welcome. Mr. Lanphar 
tells how he is making advertis- 
ing work successfully for his 
firm. He has tried all media 
billboards, newspapers, direct 
mail, house organs, exhibition 
displays and others. Some he 
continued, some he discarded. 
He is president of Melvin F. 
Lanphar and Company of De- 
troit and an MBA member. 





indeed, when the direct returns trace 
able to an issue of The Counselor have 
not paid for its cost within a few days 
after mailing. We believe that, because 
of the results which are directly trace- 
able to the publication, we must give it 
considerable credit for the progress of 
our organization. 

No outside talent is employed in 
making up regular issues. The execu 
tive personnel maintains files, into which 
go clippings and memoranda of ev 
erything that strikes our eye. Then, 
when press-time comes, these are sifted 
and the best is worked into copy. We 
employ a prominent printing company 


4n Unique and Successful Experience in Public Relations 


that has advised us continuously on 
improving design and paper. Recent 
issues have contained half-tones. 

Publication of each requires 
concentration on the part of the editor 
for about four or five hours. After copy 
is reviewed and criticized by four other 
executives, it then goes to the printer. 
Again this same group reviews every 
item in proof form. 

Mailing presents no problem. All 
copies are mailed the same day they are 
received. We consider the cost as be 
ing negligible in comparison with the 
directly traceable results. Our cost sheet 
shows a present per-copy expense of 
under 4c through the mail. 

In order to individualize our advertis 
ing we had a trademark developed. 
This, a reproduction of the original 
Fort Wayne Blockhouse, which was the 
beginning of Detroit, superimposed on 
a metropolitan skyscraper background 
around, and on which, has been worked 
our copyrighted slogan—*Safety from 
the beginning—Service to the end.” 
Over a period of time we have satisfied 
ourselves that this, too, has paid divi- 
dends. 

We have always believed strongly in 
direct mail advertising, and each year 
spend several thousand dollars on select 
ed lists. All of this is coded so that we 
may check the results. There is no 
question but that every dollar spent has 
paid heavily in returns. 


issue 


For several years we have purchased 
space in the annual Detroit Builders’ 
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Show. This exposition, held in Febru 
ary each year, attracts several hundred 
many of whom are 


| 7 
thousand people, 
purchase ot a new 


contemplating the 
home. In the beginning we surveyed 
Convention Hall and leased what we 
believed to be a strategic position, one 
that would insure a majority of th« 
visitors passing either in front or along 
the sides. We believe the care taken in 
selecting this location has also paid divi 
for each year we have satisfied 
that the 


dends, 
ourselves, within a short time, 
expense has been retired through results 
obtained. This year we reproduced the 
original Blockhouse, following out our 
trademark idea. It created much com 
ment and interest and we were told by 
some that it was the tstanding cx 
hibit of the show 


Display at Flower Show 
Is An Innovation 

This year we have also 
space in the annual Flower Show. It is 
estimated that approximately a quarter 
million people visit this exposition an 
nually at an admission of 75c per pet 
son. After studying the past two Flowe1 
Shows, we believe that we will obtain 
satisfactory results. We have altered 
the Builders’ Show Exhibit by the addi 
tion of a Neon sign, flower boxes and 
other embellishments. For these show 


resery ed 


we bring out either a special issue of 
The Lanphar Counselo 
for the Builders’ Show this y 


33,000 copies were distributed, or some 


such as We had 
at wher 


special folder covering the points we 
wish emphasized 
About a year ag 
ed to billboard advertising. It is ex 
tremely difficult to trace direct results 
to this form ot p thlicity and we regard 
careful 


»we became convert 


it strictly as institutional, being 
to spot each installation where constant 
repetition day-in-and-day-out will make 
the buying public remember our name 





This was the Lanphar booth at the 1939 Deiroit Buiders 
Show which the author describes in this article 
fairly new approach in public relations for mortgage firms. 


when they think of mortgages. From 
timing ourselves we have found that 
unless copy can be read in 15 seconds 
much of its effectiveness is lost in bill 
board advertising. 

For years we have spent considerable 
money in advertising in the Detroit City 
Directory telephone book. Here again 
it is possible to directly trace results 
which continually justify the invest 
ment 

Frequent conferences of 
and department heads are held to dis 
cuss advertising. We do not hesitate 
to change our program to fit changing 


executives 


conditions, and, occasionally run news 
paper advertising. 

In our business it is possible to in 
quire into the source of a large part of 
our production, and all of our inter 
representatives are 
required to show the source of the 
business. This is detailed and required 
for statistical records, giving us quite a 
complete record on probably 80 per cent 
of the business coming to us. Of course 
we have to make allowance for human 
nature, and while a person may tell us 


Viewers and sales 


that he came as a result of being re 
ferred by a satisfied client, yet we can 
not discount the fact that he may have 
accepted the recommendation because 
the name had been presented to him 
previously through some institutional or 
direct mail advertising. 


House Organ and Direct 
Mail for Best Results 

Members of the staff are encourayed 
to maintain memberships in service 
clubs, and to take part in all civic en 
terprises. Here again is a most effective 
of advertising. But by and large 
we are firmly convinced that the two 
outstanding and most effective forms of 
advertising for us have been The Lan 


form 


phar Counselor and direct mail to se 
lected lists. 


SAV 





This is a 





QUOTES 





‘MORTGAGES | 


ee) long 


“] fail to see why some of the large 
hanks that now complain about not find- 
ing outlets for their funds don’t investi- 
gate FHA insured mortgages more thor- 
oughly. Many country banks do not care 
to make permanent investments in FHA 
insured mortgages, yet want to originate 
them in order to start construction in 
their own communities and, at the same 
time, to obtain the profits accruing from 
fees for servicing the mortgages sold.” 

A. G. SCHMEDEMAN, Wisconsin 
FHA Director. 


“American industry cannot expect to 
maintain itself profitably in the future 
on sa'es to the income group that re: 
ceives $2,500 or more (less than 13 per 
cent of all our families, and in numbers 
a population approximately equal to 
that of New York State). Even in the 
income range of $1,250 and above we 
only reach approximately one-half of our 
families. Half our market in this coun 
try for these industries that produce 
goods and employ our laborers lies in the 
families that earn less than $1,250 per 
year.” —Dr. Isapor Lusin, U. S. Com 
missioner of Labor Statistics. 


Without the momentum which has 
been generated and maintained through 
consistent advertising, it is doubtful if 
our business could have grown from a 
one-man organization fifteen years ago 
to its present personnel of approximate 
ly one hundred, with a 1938 volume of 
over six million dollars. 


ic: 


7 ES 


a 


Sany. 
Z 
hal 


ue T? O]CY Rares’ Zo Floor~ 


25 Years lo Pay”, Bh 6306 


f  MetvinELAnpHARS Co. | © 


t AIG E a - ) 
REFINANCE YOUR PRESENT MORTGAGE ; 
OR LAND CONTRACT OWN FHA TERMS 2 


— 


This is the type of billboard Mr. Lanphar’s firm has used 
with success. The copy, while brief, tells a good general 
story. Most important is the outstanding readability. 
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“WE SELL FORECLOSED REAL ESTATE 
AS QUICKLY AS POSSIBLE” 


A Life Insurance Official Tells Why This Policy Has Succeeded 


Our company’s policy in selling fore 
closed property since December 1933 
has been different from that of the ma- 
jority of companies. Statistics compiled 
by the Association of Life Insurance 
Presidents for 49 legal reserve life in 
surance companies show that real estate 
on December 31, 1933, totaled $1,102, 
026,000, or 5.7 per cent of total assets. 
On December 31, 1938, the real estate 
of those companies had increased to 
$1,982,000,000 and represented 7.8 per 
cent of total assets. These figures in 
clude both home office and foreclosed 
real estate, but I believe one is safe in 
assuming that the $880,000,000 increase 
is largely represented by the increase in 
foreclosed properties, rather than by in 
creased investment in home ofhce 
buildings. The Jefferson Standard Life 
Insurance Company, on December 31, 
1933, had real estate, including home 
office, totaling $8,062,000, representing 
14.5 per cent of our total assets and on 
December 31, 1938, had real estate, in 
cluding home office in the amount of 
$4,446,000, representing 5.6 per cent of 
the total assets. Our foreclosed real 
estate on December 31, 1933, was $4,- 
615,000 in amount, or 8.3 per cent of 
our total assets, and on December 31, 
1938, was $1,722,000, or 2.2 per cent of 
our total assets. In other words, our 
foreclosed real estate holdings showed a 
decrease of $2,721,000 and the balance 
of foreclosed real estate in December 
1938 was only 38.8 per cent of our fore 
closed holdings in 1933. This reduction 
is even more significant because, while 
we drastically reduced our foreclosed 
real estate holdings during this period 
when other companies generally showed 
substantial increases, during the same 
period we increased our mortgage loan 
account from slightly over $17,200,000 
to $40,000,000. 


The policy we have adopted in han- 
dling the sale of real estate may not 
be the best for other companies with 
different investment policies. Of the 
total assets of our company, first, a 
larger proportion of our assets are in- 
vested in mortgage loans, and second, 
at a 6 per cent average rate. For these 
two reasons, we think we should sell 
our foreclosed real estate as promptly as 


By HOWARD HOLDERNESS 


possible, as we know that the high in 
terest earned on our other mortgage 
loans will more than take care of losses 
on properties acquired by foreclosure. 





pes policy of Mr. Holderness’ 
company has followed has 
not been the general practice— 
but it has proved eminently sat- 
isfactory for his organization. 
From 1933 to 1938 the com- 
panys foreclosed real estate 
dropped from 8.3 per cent of 
total assets to 2.2 per cent—but, 
during the same period, the 
mortgage loan account rose from 
over $17,200,000 to $40,000,000. 
Vr. Holderness is vice president 
of the Jefferson Standard Life 
Insurance Company of Greens- 
boro, N. C. He recently spoke at 
the Spring meeting of the Amer- 
ican Life Convention financial 
section. 





When we make a bad loan, we do not 
hesitate to admit our mistake and take 
a loss where one is evident. In decid 
ing the sale price for a piece of prop 
erty, we weigh all existing factors when 
title is acquired and give no considera 
tion to the original appraisal nor the 
amount of our investment in the prop 
erty. In following this policy, I have 
been on the committee which passed on 
all real estate offers submitted during 
the five year period under discussion 
and I do not know of a single offer we 
have accepted which I regret. While 
we by no means accept all offers as 
originally submitted, I can bring to 
mind a number of offers which we de 
clined, which properties were subse- 
quently sold at cheaper prices. 

To explain adequately the method of 
handling our foreclosed properties, it 
will be necessary to give a brief set-up 
of our mortgage loan and real estate de 
partments, the real estate department 
being under the supervision of the 
mortgage loan department. The home 
office personnel of the mortgage loan 
department consists of a manager, as 
sistant manager, five male employees 
and six stenographers and ten salaried 


field representatives, the latter ten men 
being located in definite territories in 
various parts of the country in which 
we operate. Through this department, 
mortgage loans are made and closed 
after all papers have been approved by 
our legal department. Our foreclosures 
are handled by one person, his stenogra 
pher and our legal department, with 
close co-operation of the mortgage loan 
committee. 

After the foreclosure department has 
received the completed papers, they are 
turned over to the real estate depart 
ment where, for cach individual prop 
erty, three ledger sheet accounts are set 
up-—one for capital, one for income and 
the third for disbursements. All records 
pertaining to insurance, taxes, ingome 
and disbursements are kept by one clerk 
and his stenographer. A file with the 
original loan application is turned over 
to my office, with all correspondence 
pertaining to rental or possible sale. 
After a piece of property is rented, the 
collection of rents is handled by the 
same person handling foreclosures, who 
turns over collections to the real estate 
department. 

The field man in the territory in 
which the particular piece of property 
is located is sent all the information we 
have. During foreclosure, we have al 
ready obtained a report from the field 
man as to the value of the property, but 
after title is acquired, he is requested to 
see that the property is turned over to a 
local real estate agent for sale in its 
present condition. He is also requested 
to give us his recommendation as to the 
extent of repairs, if any, to be made on 
the property to make it more salable or 
rentable. When repairs must be made, 
we have specifications drawn up in trip 
licate and try to obtain three bids for 
the work. He obtains and forwards 
them with his recommendation. If the 
bids are satisfactory, the work is au 
thorized. 

The manager or assistant manager 
of the mortgage loan department has 
authority to authorize repairs up to 
$500, recommended by a field man. Re 
pairs above this amount are authorized 
by the loan committee. After the re- 
pairs are completed, they are checked 
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and approved by our field representa 
tive before payment is made. To keep 
our real estate on as conservative a basis 
as possible, all repairs or improvements 
are charged to expense, except those 
which the federal government requires 
that we capitalize. 


Houses Can Be Sold Easier 
If Vacant 


After repairs have been completed 
or the property found to be in 
satisfactory condition, the local real 
estate man is instructed to make a spe 
cial effort for thirty to sixty days to ob 
tain a satisfactory sale offer before at 
tempting to rent. Our experience has 
been that homes can be sold more eas 
ily if vacant and possession can be given 
promptly. On properties other than 
homes, the real estate agent is requested 
to try immediately to build up the best 
monthly rental income he can obtain. 
As we are primarily interested in selling 
foreclosed real estate, and, secondarily, 
in renting, where possible, all rents are 
on a month-to-month basis. So if a 
prospective purchaser wants to buy in 
come property for personal use, we will 
be able to give him possession within 
thirty days. We have, of course, had 
to make exceptions to this rental policy, 
but only in rare instances. In such 
cases, we have usually been successful 
in inserting a clause in the lease where 
by we could cancel it by payment of a 
small penalty, on sixty days’ notice, in 
the event of a bona fide sale. As a gen 
eral policy, we do not give exclusive 
sale listings on any type of property, 
but give the same price and terms to 
several brokers. Our listing terms are 
25 per cent cash, the balance payable 
over ten years, with 1) per cent quar 
terly principal payments, plus interest 


Our field man requests the local real 
estate agents to submit to him any offer 
at approximately the same price or 
terms and if the offer submitted is such 
that he will recommend, he forwards it 
to the home office. If it is too low, or 
the terms are different from those 
which he will recommend, he sees the 
local real estate agent and volunteers his 
aid in trying to get the offer changed so 
it will be satisfactory. If, with this help, 
the offer is worked up to an acceptable 
basis, full commission is paid to the 
local real estate agent. All offers and 
listings are passed upon by the loan 
committee at the home office. Most of 
our sales, especially on homes, are 
closed with a 10 per cent to 15 per cent 
cash payment, which on an amortized 
basis, will pay out in 10 to 12 years 


By far the majority of our loans have 
been made on city property and conse- 
quently, the bulk of our real estate ac- 
quired has been this type. Our policy 
in connection with handling foreclosed 
farms has been the same as with city 
property, except that we have less re- 
pair work. And in connection with 
sales, all payments are usually made to 
become due in the Fall, when the farm- 
ers obtain their income from the sale 
of crops. 

After we have approved a sale of a 
piece of property, all the necessary 
papers to complete the transaction are 
prepared by our legal department. If 
the transaction is for all cash, we for 
ward executed deed, with abstract and 
insurance policies to a local bank for 
collection. A very large percentage of 
sales are with partial cash payment, in 
which case, the deed, abstract, along 
with note and deed of trust are sent to 
our local attorney with detailed instruc- 
tions as to how the transaction is to be 


closed 





66 Y observation is that there 
is a decidedly unfavor- 
able reaction from a community 
to the life insurance company 
which has to foreclose, and con- 
tinues to own large real estate 
holdings in a town . . . our ex- 
perience with foreclosed real 
estate has shown that it is very 
difficult to make a reasonable 
return on such investments .. .” 
These are some of the observa- 
tions Mr. Holderness makes in 
discussing this timely subject, 





Finally, our experience with fore- 
closed real estate has shown that it is 
very dificult to make a reasonable re- 
turn on such investments. 

Where real estate holdings are widely 
scattered, the handling of real estate by 
absentee owners is expensive. It is also 
very difficult for life insurance com- 
panies or other out-of-town corpora- 
tions to get adjustments in tax values 
where the change in business trend or 
obsolescence has adversely affected the 
market value of property. We think for 
the social good of a community, it is 
much better and makes for a sounder 
economic condition for real estate to be 
owned by local interests. My observa- 
tion is that there is a decidedly unfa- 
vorable reaction from a community to 
the life insurance company which has 
to foreclose and continues to own large 
real estate holdings in a town. In my 
opinion, the policy of the life insurance 


MBA GOVERNOR 

















C. W. KISTLER 


C. W. Kistler has been a member of 
the Board of Governors of the Mort 
gage Bankers Association of America 
since 1932. He was born in Indiana 
and first entered the mortgage business 
in 1910 with a middle western life in 
surance company. He was with this firm 
for 14 years and, from 1924 to 1926, 
was in the farm and city loan business 
in the Southwest with offices in Okla 
homa City, Amarillo and Lubbock, 
Texas. In 1926 he entered in the city 
loan business in Miami. 

He was one of the supporters of the 
local chapter idea worked out at the 
MBA Convention in Denver in 1927 
and was one of the organizers, and first 
president after afhliation with MBA, of 
the Greater Miami Mortgage Bankers 
Association. 

He is also a member of the Miami 
Realty Board and is chairman of its 
finance committee. He is president of 
C. W. Kistler Company, which acts as 
loan correspondent for four important 
life insurance companies. 

* * *& * 


SEES BIG , TWO MONTHS 
More money will be spent in April 
and May of this year for new construc: 
tion than in any two months’ period in 
the past eight years, Building believes, 
and sets the gross value at $420,000,000. 


companies, in handling foreclosed real 
estate, should be to dispose of it 
through sale as quickly as possible. 
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PITFALLS MORTGAGE LENDERS SHOULD AVOID 
IN THE VALUATION OF REAL PROPERTY 


What Has Been Your Experience With These Five Major Appraising Dangers? 


ALUATION of real property is 

a real science and a technical one 

at that. Far too often, however, 
the practical, logical and common sense 
interpretations of fundamental factors 
with respect to a property are sub- 
merged, colored and disregarded by an 
overemphasis on the scientific findings 
of the technical appraiser. As an exam- 
ple, for a mortgage lender to grant 
loans on the type of appraisal which is 
based on a logarithmic interpretation of 
the present value of each $1.00 of in- 

come it is estimated will be received 15 

or 20 years hence, is of doubtful and 

questionable practical value. It may be 
the scientific approach, but it isn’t safe 
or logical for mortgage purposes. 

You probably don’t remember your 
geometry or logarithms any better than 
I do, so T shall avoid any further discus- 
sion of such matters as: 
|. “The property residual value with 
land reversion” method of valuation, 
OT 
The “parabolic” curve method of ac- 
celerating the decrease in land value 
as the depth of the land increases, or 
3. The diminishing value method of 

determining depreciation as express- 
ed by the equation—D—for Depre- 
ciation equals One—minus the nth 
root of residual value divided by the 
reproduction value; n being the esti- 
mated life of the building. 

So consider valuations from the prac- 
tical side. I am going to give you five 
pitfalls which observation and experi- 
ence lead me to state are the most in- 
sidious, account for the greatest error 
in appraising, and are the most difficult 
for an appraiser to avoid. They are as 
follows: 

1. This pitfall unwittingly is created 
by the mortgagee itself to trap the 
evaluator. I refer to pre-informing 
the appraiser of the amount of the 
loan applied for. 

2. Improper use of capitalization rates 
when interpreting net earnings into 
capitalized value. To this pitfall 
there are a few off-shoots, such as in- 
adequate expense allowances in ar- 
riving at net earnings and the risky 
practice of basing a value on “esti- 
mated earnings.” 


to 
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By STUART C. FRAZIER 


3. Setting a value in excess of actual 
cost to an informed buyer in a nor- 
mal or non-distress sale, where the 
value is being set soon after or at 
date of such sale. 





— in valuation live long 

and die hard. Mr. Frazier 
here sets down, one by one, the 
pitfalls that await the appraiser 
and explains how they can be 
avoided. Mr. Frazier is vice 
president of the Washington 
Mutual Savings Bank of Seattle, 
a member of MBA. This insti- 
tution is 50 years old this year. 
Mr. Frazier recently spoke be- 
fore the Pacific Northwest Con- 
ference on Banking at Pullman, 
Washington. 





The next two are the most dangerous 
and omnipresent pitfalls existent, and 
the most difficult of avoidance. They 
are: 

4. Failure to give proper allowance to 
evidence of a downward shift of 
trend in either a district or commun- 
ity. 

¥. Overemphasis of the potentialities of 
either a district or community in 
which the trend is definitely upward; 
i.e. inability to distinguish between 
the normal and the speculative trend 
of value. 

These pitfalls, though to many read- 
ily-apparent as a matter of hindsight, 
afford the most insidious temptations 
that an appraiser can encounter and are, 
I believe, the most difficult to overcome. 

Other pitfalls might be enumerated: 
1. All “special purpose” structures, 
such as theatres, hospitals, churches, 
lodges, factory buildings, private 
schools and clubs are each a pitfall 
in themselves. They mean trouble 
from the word “go”. Exceptions, of 
course, prove the rule. 

Danger of appraising “surplus” or 

“premium” income into value, such 

as in cases of gas stations or chain 

stores willing to pay premiums for 
locations on short term leases. 


tt 


The best example of this type of pit- 
fall I know involves a certain chain 
store location in Tacoma, 12 or 13 
blocks from the best retail section. The 
building was constructed to specifica- 
tions in 1928 and leased for ten years 
with renewal options. Immediately sur- 
rounding values were drastically raised 
and several loans made based on these 
new values. The company abandoned 
the location as unsuccessful several 
years prior to their lease expiration. As 
a consequence, several mortgage lenders 
are wondering if there was not too 
much perfume in the atmosphere for 
their appraisers to resist. 

3. Error in not allowing for good or 

poor management. 

4. Error in judging whether or not a 
property is improved or developed 
to its highest and best use. 
Improper appraisal of the economic 
background of the inhabitants of a 
residential district. 

6. Improper interpretation of the 

characteristics or social “flavor” of 
a residential district. 

7. Failure to adequately examine and 
detect the structural soundness of 
a building. 

8. Danger of attributing building cost 
as the proper value for either a 
sub- standard or super - standard 
house. 

9. Danger of using actual building 
costs as the basis of value in a 
standard house and danger of at- 
tempting to forecast future costs. 

10. Danger in establishing residential 
land values based on speculative 
land sales, as in new subdivisions. 

11. Impropriety of appraising under- 

sized residential lot on same basis 

as a standard 50 or 60 foot lot. 

In suburban business sections, dan- 

ger of computing value based on 

earnings which are much above 
average earnings of district. 

13. Failure to give allowance for earn- 
ing power of chattels in determin- 
ing net income such as in hotels, 
apartments, theatres, etc. 

One interesting example of this pit- 
fall involves a hotel property appraised 
at $125,000. In two weeks it sold for 


~“ 
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$82,000. In fairness to the appraiser, | 
should state that the purchase price was 
concealed and by deliberate inference, 
misrepresented to him. The net income 
was reported at $17,000 in 1929. The 
building was old and distinctly a third 
rate Operation, only about 10 per cent 
of its rooms having private baths. The 
appraiser felt safe in using a 14 per cent 
capitalization rate and would have been 
safe had he deducted the earning power 
of the chattels including dining room 
and kitchen equipment, and amounting 
in all to approximately $6,000. Had he 
done this, he would have found a value 
of about $80,000 and been about right. 

14. Failure to allow properly for freak 
architecture, such as these modern 
istic residences that resemble ice 
bergs. 

13. Failure to note and account for 
poor room arrangement in resi 
dences. 

16. Appraisal of undivided portions of 
ownerships is always a hazard. 

(Right here let me recommend that 
anyone sufficiently interested in residen 
tial appraisal obtain a copy of Federal 

Housing Administration Circular No. 2 

on Housing Standards. This is a com- 

prehensive yet simple guide of what to 
look for and what to check on when 
appraising residential properties.) 

The Five Major Pitfalls 

As Frazier Sees Them 

And now as to the five major pitfalls: 

I 

“Pre-informing the appraiser of the 
amount of loan being applied for.’ One 
of the greatest pitfalls to the evaluator 
of real property would be eliminated if 
he were given an application for ap 
praisal with all essential factual infor 
mation obtained by the loan officer, ex- 
cept the amount of the loan requested. 

He shouldn't know the amount. It can't 

help but influence his judgment. In 

these days of extreme competition for 
mortgage loans, it is human nature to 
stretch a point here and there, if other 
factors are predominantly favorable, in 
order to reach an appraisal justifying 
the loan asked for, thereby avoiding its 
loss to a competitor. Here's an example: 

About twelve years ago Joe Clerk 

(name fictitious, of course) applied for 

a loan of $3,000 to add an extra bed 

room on his house and to take up a 

$2,000 existing mortgage and maybe 

have a few extra dollars for the doctor. 

The application gave the loan officer 

and appraiser all essential data regard- 

ing rooms, purchase price, income, oc- 
cupation, etc. It also showed the amount 
of loan needed and what the money 
was to be used for. The appraiser put 


the application in his pocket and went 
out to appraise Mr. Clerk’s house. The 


$3,000 loan was made. 





O NE of the most common traps 
which appraisers fall into is 
knowing in advance the amount 
of the loan applied for—and 
this pitfall, Mr. Frazier explains, 
is one unwittingly created by 
the mortgagee himself. Scien- 
tific mortgage lending of today 
rules this out automatically, he 
says. The author illustrates this 
point, and others, with examples 
from his own experience, 





In 1934 we acquired the property by 
foreclosure and subsequently the prop- 
erty was sold by us at a small loss. 
Everything in the file concerning the 
house, its construction, location and 
original arrangement indicated there 
should have been no loss. The house 
was standard when we appraised it, the 
physical or reproduction value appeared 
to be there—so why the loss? The an- 
swer: because when the new bedroom 
was added, it was tacked onto the living 
room and to go to the bathroom sonny 
or grandmother had to walk through 
the living room where father and 
mother were playing bridge. Why 
didn’t our appraiser tell us about this 
and inform us that the proposed im 
provement would detract from the 
value instead of add to it? 

Here’s why: After reporting on the 
condition of the house, which was 
standard at the time and on the neigh- 
borhood and appraising it at $6,100, he 
stated, “Mrs. Clark, hard-working, little 
expectant mother. Was baking cookies 
when I called. House neatly furnished. 
Charming little housewife. New bed- 
room necessary. Recommend a $3,000 
loan.” Incidentally “furniture” and 
“charming little housewives” are pit- 
falls that every appraiser must con- 
stantly sidestep and I don’t say that 
facetiously. 

I can’t emphasize too strongly, how- 
ever, that an appraiser of real property, 
either residential or commercial, should 
not be possessed of knowledge regard- 
ing the amount of loan applied for. | 
fully realize in the smaller institutions, 
where the loan officer is also the ap- 
praiser, that such procedure would not 
be feasible, but it should be followed 
wherever it is practical. 

IT. 

“Improper use of capitalization rate 
when interpreting net earnings into capi- 
talized value.” 


This is one of the most convenient 
and distorting vehicles available to the 
appraiser in justifying his findings as to 
physical value. Foreknowledge by him 
of the amount of loan desired, accom 
panied by the knowledge that his prin 
cipal is anxious to make loans, can so 
innocently lead to selection of a capi 
talization rate used purely to “find the 
value,” whereas the rate selected is of 
questionable adequacy for use in con 
nection with the type of property be 
ing considered. I could cite endless ex 
amples of this practice. A $1,000 net 
income capitalized at 12 per cent, which 
might be a proper rate, would indicate 
a value of $8,300. On the other hand, 
how easy it is for an appraiser to state, 
in reporting on a property on which he 
has a $7,500 loan application, “I find a 
physical value of $14,000 for the land 
and buildings. Net income of $1,000 
capitalized at 8 per cent is $14,250 
This checks.” 


Earnings are the Best 
Yardstick in Valuation 
We all recognize the theory of using 
earnings of a property as the most ac- 
curate means of determining its value. 
The same is true of corporate bonds 
and common stocks. It is the most ac- 
cepted yardstick of evaluating invest 
ments. In capitalizing net earnings, the 
lures to the pitfalls lurk in the follow 
ing places: 
1. Use of the improper rate in capital 
izing earnings to which I have just 
referred. 


2. Inadequate allowance for deprecia 
tion and obsolescence in determin 
ing true net earnings. 

3. Failure to average earnings for a 


sufficient number of years past and 
tendency to use only earnings for 
year just past. In other words, 
what is the history of earnings? No 
analysis is worth much unless earn- 
ings statements of a property are 
available for a number of years past. 
Ten years in the case of an older 
property in a declining district 
should be the minimum. In newer 
districts, there should be at least a 
five-year record. These should all be 
broken down into sufficient detail to 
enable an intelligent analysis. It is 
very risky to base a value on only 
one or two years’ results. 

4. Use of estimated future earnings as 
a basis of value. 

The extreme danger of basing valua- 
tions on “estimated earnings” of a new 
structure is known to all of us. The ex- 
ception, of course, exists where the 
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THE 90% LOAN 


An interesting portion of our recent 
survey, previously unreported to MBA 
members, concerns the 10 per cent 
down payment mortgage. It seems evi- 
dent that members of MBA are not 
looking with a great deal of favor on 
the 90 per cent mortgage. Based upon 
the replies the headquarters office re- 
ceived from about one-half of MBA 
members only 32 per cent are making 
any 90 per cent loans at all. An aver- 
age of only 46 per cent of the total 
number of mortgages now being made 
by this group consist of 90 per cent 
loans. The rest are confined to the 
larger down payment mortgages. 


The small industrial mortgage has 
turned up in the news again. The big 
life company, that a few months ago an- 
nounced it would make this type of loan, 
has re-announced its intention. It will 
now make mortgage loans of from $75,- 
000 to $2,000,000 at 4% per cent and 
up. Small companies, unable to finance 
elsewhere, will benefit, it believes. 


This won't be news to many MBA 
members, but it’s worth repeating: Last 
year Americans paid a greater share of 
their income in taxes than in any year 
on record—and that means just what it 
says: as far back as records go. Taxes 
took, to be exact 22c of every dollar 
earned as income, and represented a sub- 
stantial increase over 1937 when the tax 
collector was only able to get a little 
over 17¥2c out of every dollar. 





Some news in review: It begins to 
appear that a merger of federal lending 
agencies like HOLC, RFC, FHA, 
FHLBB and others might actually occur 
. . . but shrewd Washington observers 
say the obstacles will be many . . . Trend 
of the times: Organization in Chicago of 
Home Owners of America, Inc., to fight 
HOLC foreclosures . . . wants the U. S. 
to put “a heart into the home loan act.” 


U. S. March home building was larg- 
est in value for any month since Octo- 
ber, 1929... All construction contracts 
44% ahead of first quarter 1938 
But residential contracts—brightest spot 
in U. S. business now—were 83% 
ahead of first three months of 1938... 
Effective buying income of average 
U. S. family last year was $2,116, says 
Sales Management Families with 
$2,500 incomes or less are major bene- 
ficiaries of FHA, says Administrator 
McDonald . . . Average monthly pay- 
ment on insured mortgages by families 
receiving $2,500 or less was 10% 
smaller in 1938 than previous year... . 
In 1938 70% of FHA business was new 
. 96% of all FHA 
mortgages covered singe-fam‘ly houses 

. Life companies last year bought 
$111,853,000 of farm mortgages as 
against $90,430,000 in 1937, $32,574,- 
000 in 1934 Life companies are 
more interested in farm loans now than 
in a decade, says FHLBB Review... 
HOLC’s rented houses are yielding 
about $2,220,000 monthly Over 
87% of HOLC’s 68,000 rentable prop- 
erties were rented during January . . . 
And rental collections were nearly 99% 
of monthly billings . . . Average pro- 
perty brings $29 monthly . . . HOLC 
sold 28,700 homes in 1938 as against 
5395 in 1937 . Money invested in 


home mortgages . 


home mortgages in 1938 increased for 
first time since property values hit the 
toboggan slide in 1929-30... The grand 


estimated total going from $17,300,000,- 
000 in 1937 to $17,600,000,000 in 1938 
National Industrial Conference 
Board presents a “cheery” picture with 
data to the effect that if pump-priming 
continues it will take ten more years to 
reach real national income of $80,000,- 
000,000 . . . But adds that in the mean- 
time, the national debt will have soared 
to $63,000,000,000. 


APPRAISAL HAZARDS 
TO AVOID IN LENDING 


(Cont.nued from page 6) 


proposed building is leased in substan 
tial part or entirely to a strong tenant 
for a long period, prior to commence 
ment of construction. 

Except in the foregoing cases, I can't 
recall an instance where actual earnings 
have equalled the estimate. For in- 
stance, in the case of one of Seattle's 
larger buildings in the uptown retail 
district which was constructed in 1926, 
the appraiser, one of recognized compe- 
tence, informed us . estimated an- 
nual earnings are $82,000, or more than 
six times the annual interest charges.” 
The net income for the first year of its 
operation was less than half the esti 
mate, being $33,100. To my knowledge, 
it has never exceeded that figure. 

Projecting earnings of an_ existing 
structure to future years and on an in- 
creasing level is an accepted practice by 
the scientific type of appraiser in arriv- 
ing at what he calls the “stabilized net 
income” and upon which, by the capi- 
talization process, he bases his present 
day appraisal. It’s a conjectural and 
dangerous practice and should be 
avoided. 

In determining the proper rate to 
use, there must first be established the 
return that is the proper compensation 
for holding real property as compared 
to other types of investment. For illus- 
trative purposes let us state this rate as 
being 5 per cent, which is a fair rate 
for the pure risk involved in a real es- 
tate investment. This represents the 
true yield to which must be added 
varying percentages for the different 
business risks assumed. A garage prop- 
erty, for instance, involves a much 
greater degree of risk than retail store 
property located in the center of a well 
anchored retail district. There is less 
business risk in an improving district 
than in a declining district; more in an 
apartment house or hotel than in a com- 
parably well located office or store 
building. Five to 10 per cent for risk 
in a declining district is not too much 
to add to the true rate in many in- 
stances. Three to 5 per cent additional 
for apartment or hotel risk is about 
right. 


* * * * 


The third general section of Mr. 
Frazier’s discussion — “Appraising at 
more than cost’’—will appear in the 
May 15th issue. 
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INDIVIDUALS NORMALLY LARGE FARM LOAN BUYERS 


Says Doane Agricultural Service in Fifth Article of this Series 


A study of new farm loan recordings 
each year for the period 1917 to 1935 
shows that in all but two or three years 
of this 19-year period individuals re 
corded more farm mortgage loans than 
any other class of investors. The graphs 
on this page are illustrative of what the 
individual state studies reveal. 

lowa is an example of the normal 
situation in important corn belt states. 
Although individuals have recorded a 
large number of farm mortgages 
throughout most of the years, insurance 
companies and national and state banks 
have also been heavy investors. Only 
in recent years have the Federal Land 
Bank and other governmental agencies 
recorded excessively large numbers of 
mortgages 

In Texas, on an average, individuals 
have recorded approximately 40 per 
cent of the new farm mortgage loans 
placed of record. They have been by 
far the dominant holders as compared 
with other agencies. This is character 
istic of many southern and western 
States 

New York is shown as an indication 
of the proportion of farm mortgages re 
corded by individuals in some of the 
older and more eastern states. In that 
state throughout the period studied 
more than 60 per cent of farm mortgage 
loan recordings were by individuals. In 
Maine and Pennsylvania the percent 
age was near 50. 

Unfortunately similar data are not 
available since 1935 but the trend from 
1934 to 1935, as revealed by these 
studies, indicates a sharp reaction to 
ward a normal balance between inves 
tors. 

Although the study does not show 
the residence of the holders of the 
newly recorded mortgages, it is prob 
able that the majority cither are local 
or have local origin 

The recording of new farm mort 
gages is not necessarily a measure of the 
importance of the various lenders, but 
it is some indication of the extent to 
which the groups hold farm mortgage 
loans. 

Certainly those active in the farm 
mortgage field can conclude that during 
normal times the individual as a holder 
of farm mortgage loans should not be 
overlooked. 

his material is based on factual infor 
mation believed to be accurate, but is not 
guaranteed Reproduction forbidden’ ex 
cept by permission of Tue MortcGacr 


Banker or the Doane Agricultural Service 
f St. Louis, Missouri 








AMOUNT OF NEW FARM-MORTGAGE LOANS 
RECORDED EACH YEAR, 1917-35 
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